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I. INTRODUCTION

A.

The Moscow Conference

From June 10 through 17, 1991, a conference was held in Moscow for the purpose
of providing guidance to the responsible ministries, including the former Union of Soviet
Socialist Republics (U.S.S.R.) Ministry of Finance, the Russian Soviet Federative Socialist
Republic (R.S.F.S.R or Russian Republic) Ministry of Finance, and ministerial
representatives from several other republics of the former Soviet Union, on the drafting
of statutes to provide to regulate the securities markets. The conference was held at the
Institute for Economic Policy in cooperation with the Eurasian American Securities Law
working group (EASLAW).' Peter Barenboim, Vice Chair of the Moscow City Bar

1. The Eurasian American Securities Working Group (EASLAW) is comprised of a small group of
American lawyers-participating on a pro bono basis, and counterparts from each of the Republics of the former
Soviet Union, which for the sake of convenience here and after will be referred to as the Eurasian Economic
Space (EES).
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Association, founded EASLAW, and Richard P. Bernard, chief outside counsel for the
New York Stock Exchange, co-chaired it. The American delegation to the Moscow
conference consisted of Richard P. Bernard, James Dannis, Joseph Ravitch, Allan Roth,
and Karl William Viehe. Following the Moscow conference, a number of conferences
have been held since in other republics. At the time of the Moscow Conference, complex
issues required resolution, and since its inception in October 1990, the Securities Law
Working Group has been working with both the Union Ministry of Finance and the
Russian Republic Ministry of Finance, although it has worked more closely with the
Russian Republic Ministry of Finance.
The primary matters addressed at the Moscow Conference included:
(1) Providing guidance in the formulation of the securities law to ensure that the
capital markets are open to small and medium sized enterprises through
appropriately drafted rules similar to the private placement exemptions of
American law;
(2) establishing an oversight agency to regulate the capital markets
independently of the Ministry of Finance, the Central Bank, or both;
(3) harmonizing the securities law drafted at the Union level with the securities
law drafted at the level of the Russian Republic, and with similar laws being
drafted by the other republics;
(4) harmonizing the securities law being drafted by the individual republics so
that they would not work against each other;
(5) defining the role of the nascent insurance industry with respect to the
securities markets; and
(6) defining the role of the nascent commercial banking system with respect to
the securities industry.
The events of the week of August 19, 1991 somewhat simplified the conference because
the third matter ceased to be a problem since the Union Ministry of Finance shortly
thereafter ceased to exist.2 In a further, development, on March 28, 1992, the Russian

2. An interesting aside to the phasing out of the Union Ministry of Finance is that, in early November
1991, following the failed coup detat, a delegation from the Russian Republic Ministry of Finance was
scheduled to visit Washington. Two days before the visit was to take place, Karl Viehe, the coordinator of the
visit, who was planning activities at the Department of Treasury, the Federal Reserve Board, the World Bank,
and the International Monetary Fund, received word that at the request of President Yeltsin, Dr. Igor Lazarev,
then the Minister of Finance, would not be coming with the delegation, but that Dr. Andre Zverev, Deputy
Minister of Finance, would journey to Washington for the meetings. During the time Dr. Zverev was in
Washington, President Yeltsin reorganized the ministerial system of the Russian Government and installed Dr.
Yegor Gaidar, who had been co-sponsor of the June 19, 1991 Moscow conference, as minister for the

consolidated Ministry of Economics and Finance. He also named Dr. Gaidar to be the Deputy Prime Minister.
Dr. Zverev, upon returning to Moscow, found that his ministry had been removed, and he was soon asked

to tender his resignation. He was later asked by then-President Mikhail Gorbachev to be the Minister for the
Union Ministry of Finance. Convening his first meeting of the Ministry, his task was to issue an order for its
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Republic Ministry of Finance and Economics was divided into two Ministries. Dr. Yegor
Gaidar relinquished his post as Minister of Finance and Economics and was named as
First Deputy Prime Minister, retaining his position as the chief architect of the Russian
Republic transition program. Subsequently, Dr. Gaidar was named Acting Prime Minister.
The Moscow Conference was attended by representatives from the Union Ministry
of Finance, the Russian Republic Ministry of Finance, and representatives from various
governmental organizations of Latvia, Estonia, and Belarus. Because the Russian
Republic draft law was at the most advanced stage at that time, the conference focused
on advancing it to a final draft. Each of the American participants 3 gave presentations
to the conference on various issues concerning regulation of the securities industry.
In the months following the conference and with continuing close consultation
between the Russian Ministry of Finance and the EASLAW, the draft law was refined and
later promulgated.4 The implementing document which the government provided set
forth certain preliminary matters which will be noted below. The law, which was
implemented to replace existing provisional laws previously in force regulating the
issuance and circulation of securities, has regulated the stock exchanges in the Russian
Republic since January 1, 1992.5 This article provides a detailed overview of the Russian
Republic law on the regulation of securities markets. Having discussed the events leading
to the promulgation of the law, the remainder of the article addresses the details of the
law, including provisions on registering securities, participants in the securities market,
issuing and circulating securities, and securities exchange regulations. The article finally
presents some recent regulations released by the Russian Republic Ministry of Economics
and Finance under the auspices of the law, and it concludes with observations on the role
of commercial banks in the new regulatory scheme, the role of the Ministry of Economics
and Finance, and the Russian Legal System and Finance, noting that further steps are
necessary for the Russian capital market's continuing development of the Russian capital
market.
B. The Decree on the Regulation of Securities Markets
The Decree sets out a significant number of requirements. First, it requires that the
Ministry of Economics and Finance of the Russian Republic develop "instruction on rules
of the issuance and registration of securities" in the territory of the Russian Republic.
Second, the Decree requires the development of a licensing procedure to govern stock
exchange activity in the securities markets and the activities of investment institutions.

dissolution, and thereafter the Union Ministry of Finance ceased to exist.
3. See supra note 1 (discussing EASLAW's membership).
4. Decree No. 78, entitled "On the Establishment of the Regulation on the Issuance and Circulation of
Securities and on Stock Exchanges in the R.S.R.S.R.," Dec. 28, 1991 (Rus.) 5 Sobraniye Postanovlenii RSFSR,
item 26 (1992) [hereinafter Decree]. The draft law was a decree of the government, but not ratified by the
Parliament, which means that it has the effect of temporary legislation. The government is required to develop
and submit to the Parliament a proposed law which will be enacted as permanent legislation. The Decree was
signed by Gennady Burbulis, Deputy Chairman of the Government of the R.S.F.S.R. on December 28, 1991.
5. Id at 1, 1. This article has been prepared from an English translation of the Decree provided by
the law firm of Sullivan & Cromwell, New York, New York, with corrections, as appropriate, by the authors.
The page and paragraph citations refer to the original Russian language Decree. (Copy of the original Decree
in Cyrillic is on file with The TransnationalLawyer.)
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Finally, it requires qualification certificates for specialists who would have the right to
carry out securities transactions before January 15, 1992."
The Decree requires the stock exchanges and the financial departments of the
Commodity and Currency Exchanges to submit appropriate documents to the Ministry of
Economics and Finance of the Russian Republic before February 15, 1992 in order to
receive licenses to continue their exchange activity in the securities markets.7 It requires
institutions which conduct securities transactions with respect to client accounts or on
behalf of clients, as well as those advising clients on investment and securities, to submit
appropriate documents to the Ministry of Economics and Finance for the Russian Republic
in order to receive licenses.8
The Decree requires that citizens who carry out securities transactions as specialists
working for investment companies, investment funds, investment intermediaries, 9 and
investment consultants'0 submit documents to the Ministry of Economics and Finance
by February 15, 1992.11 The Ministry of Economics and Finance must then examine the
documents presented and make a decision within one month of their submission to issue
or deny the issuance of licenses. 2 The implementing decree requires that specialists
working for investment institutions after March 15, 1992 be authorized to carry out
securities transactions on behalf of their institutions only if they have corresponding
qualification certificates issued by the Ministry of Economics and Finance. 3
Furthermore, investment institutions which have not received appropriate licenses from
the Ministry of Economics and Finance or which did not have specialists on their staffs
possessing the required qualification certificates by March 15, 1992 must be suspended
from trading in securities until they obtain the required licenses. 4 The same applies to
stock exchanges and to the securities trading departments of commodity and currency
exchanges.
The Ministry of Economics and Finance must complete work on an instruction for
rules, presumably regulations, to carry out registering securities transactions and to
establish conditions for the issuance of licenses for the production of security forms by
printing plans for submission to the government of the Russian Republic for approval. 5
Those issuers that issued securities before the Decree went into effect without registration
must register their securities with the Ministry of Economics and Finance in conformance
with the regulation on the issuance and circulation of securities. They also must register
a prospectus with respect to the issues which were offered to the public, along with a

6. Id. at 1, 2. Because English language translations of the Decree are not readily available, where
appropriate, an English language translation of the cited portion of the Decree is provided in the accompanying
text. These translations are italicized for the reader's convenience.
7. Id at 1, 3.

8.

Id.

9.
10.

Individuals working as financial brokers.
Individuals working as financial advisors.

11.
but not to
12.
13.
14.

15.

Decree,supra note 4, at 1, 3. It is interesting to note that the requirement seems to apply to citizens,
non-citizens.
Id at2, 3.
Id.
Id.

Maat 2, 4.
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report of the issue, before February 1, 1992.16 Any issue of securities not registered in
compliance with this instruction after February 1, 1992 is invalid.
The Ministry of Economics and Finance and the Ministry of Justice were jointly
charged to submit to the government, by December 1, 1992, a draft law of the Russian
Republic to be entitled, "On the Issuance and Circulation of Securities and on Stock
Exchanges in the R.S.F.S.R.," along with proposals for changes in the civil and criminal
codes to ensure the responsibility of participants in the securities market.1 7 The Ministry
of Economics and Finance was further charged to reconcile with the Central Bank
governmental acts relating to the activities of commercial banks in the securities
markets."'
H. GENERAL PROVISIONS OF THE DECREE

A.

Definitions

The Decree defines "security" as a financial instrument that establishes an ownership
right or a relationship of indebtedness between the owner of the instrument and the issuer.
The law contemplates electronic recordation by noting that securities may exist tangibly
in the form of certificates or intangibly in the form of book entries, and it excludes certain
instruments, namely documents which provide confirmation of a bank credit, bank
deposits, other than bank certificates of deposits, promissory notes, wills, lottery tickets,
and insurance policies, from the definition of a security. 9
Under U.S. law, there are slight differences between the definitions of security as they
appear in the Securities Act of 1933, the Securities Exchange Act of 1934, and "blue
skies" laws which have been enacted by the states individually, as generally stated in the
Uniform Securities Act.20 The most encompassing concept in U.S. practice is the
investment contract, which is applicable to any contract in which money is invested in a
common enterprise with the expectation of profit arising primarily from the efforts of
persons other than the investors. Courts in the U.S. have generally taken an expansive
approach to the definition of a security where there is an investor's interest to protect.
However, where there appears to be no investor's interest to protect, the courts have been
more restrictive.

16. Decree, supra note 4, at 2, 5.
17.
d at 2, 6.
18. Id.at 3, 7.
19. Id at 1,
1. "Security" is a financial document that certifies an ownership right or a debt
relationship between the owner of the document and the issuer.Securities may exist in the form of certificates
or in the form of book entries. Documentsthat confirm the receiving of a bank credit, bank deposits (other than
bank certificates of deposit), promissory notes, wills, lottery tickets, or insurancepolicies are not considered
securities under this Regulation.
20. The definition of a security is found in Section 2(1) of the Securities Act of 1933, 15 U.S.C. §
77(b)(1) (1992). The definition is found at Section 3(a)(10) in the Securities Act of 1934, 15 U.S.C. § 78c(a)(10)
(1992). The general form of the definition applicable under state laws is found in the Uniform Securities Act
§ 401(1) (1992).
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The circulation of securities is defined as the sale and purchase thereof and other
unspecified transactions where such sale, purchase, or other transaction results in the
transfer of ownership of the security.21
Joint stock companies' shares provide a right of ownership in part of the assets of the
company, the right to receive dividends, and generally, the right to participate in the
management of the company. Bonds are defined as securities that establish a debt
relationship between the owner (a creditor) and the issuer (a debtor) of the securities.
Secondary securities are defined to be securities that provide a right to the owner to buy
or sell any of the securities mentioned above.'
B. Scope of Application
The law applies to shares of stock in joint stock companies, bonds, and secondary
securities. In a historical anomaly, the law provides that it shall not apply to the stocks
of enterprises issued pursuant to a decree of the former U.S.S.R. Council of Ministers. 23
However, it specifically excludes bank certificates of deposit and commercial paper.'
II.

GovERNMENT REGISTRATION OF SECURITIES

The Ministry of Economics and Finance was charged with developing the rules and
conditions for the issuance of securities to circulate in the R.S.F.S.R., as well as for the
registration of such securities.25 Securities that are not registered in accordance with the

21. Decree, supra note 4, at 3, 2. The circulationof securitiesshall mean the sale, purchase,and other
transactionsin accordance with the R.S.F.S.R legislation which result in the transfer of ownership of said
securities. The rules andconditions of issuance and circulation of securities on the territory of the RS.F.S.R.
is determined by this Regulation until the adoption of specific legislation.
22. Id. at 3, 3. This regulationapplies to the following securities:
(1) any shares of stock of joint-stock companies, which are securities that certify the right of
ownershipin a portion of corporateproperty, the right to receive dividends, and,as a rule, the
right to participatein the general management of such company;
(2) bonds, which are securities that certify a debt relationship between the owner (a "creditor')
of these securities and the issuer of these securities (a 'debtor");
(3) 'government debt obligations," that is, any securities which evidence a debt relationship in
which the debtor is the government or governmental bodies; and
(4) "secondary" securities,which are securities thatcertify the right of theirowner to buy or sell
any securities mentioned in this section.
Sharesof stock, bonds, and governmentbonds are issued in seriesthat consist ofsecuritieseach of which
representsthe same rights.
The RS.F.S.R. government may adopt regulations on the issuance and circulation of the R.S.F.S.R.
government securities which are different from those named herein.
The Ministry of EconomicsandFinanceof the RS.F.S.R shall have the right to qualify, define and extend
the authority of this Regulation to new types of securities not named herein.
23. Decree No. 1195, Oct. 15, 1988, entitled "On the Issuance of Securities by Enterprises and
Organizations."
24. Decree, supranote 4, at 3, 4. This Regulationshall not apply to stocks of enterprisesthatare issued
according to the Decree of the U.S.S.R. Council of Ministers of October15, 1988, No. 1195, "On the Issuance
of Securities by Enterprisesand Organizations," and to banks' savings certificatesand certificatesof deposit
and other commercial paper,the issuance and circulation of which is regulated by R.S.F.S.R legislation.
25. Id. at 4, 5. The terms and conditions of the issuance of securities into circulation within the
R.S.FS.R. and registrationof these securities shall be determined by the Ministry of Economics and Finance
of the R.S.F.S.R. in accordance with this Regulation.
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procedures set forth in the law, that is, which have not received a government registration
number, are not permitted to be circulated in the Russian Republic.26 Securities which
were issued by state agencies of the former constituent republics of the U.S.S.R. are
permitted to be circulated in Russia only upon registration with the Ministry of Economics
and Finance, and securities issued by foreign issuers are treated likewise.27 The law
provides that securities which are issued but which have not been registered with the
Ministry of Economics and Finance are illegal. The law requires the securities to be
seized and any profit received by the issuer from the sale of the securities is also
seized.28
The government of the Russian Republic is charged with determining the general
regulations and annual quotas for securities to be issued by government agencies of the
former constituent republics of the U.S.S.R., where the issuers fall under the jurisdictions
of the respective republics, and by foreign issuers issuing securities for circulation in the
Russian Republic. Further, the government shall determine the rules and conditions of
the applicability of the established quotas2 9 The government reserves the right to
establish annual quotas for the circulation of securities outside the Russian Republic,
where such securities are issued by issuers under the jurisdiction of the Russian Republic.
Such determination is to be consistent with the obligations of the Russian Republic under
international agreements. The Ministry of Economics and Finance will determine the
rules and conditions of the access to circulation of such securities outside the territory of
the Russian Republic."0

26. Id. at 3, 16. Only those securities that have been registered in the Ministry of Economics and Finance
of the R.S.F.S.R. and have received a government registration number shall be permitted to circulate in the
R.S.F.S.R.
27. Id. at 4,1 7. Securities,issued by state agencies of sovereign states-formerconstituent republicsof
the U.S.S.R-the issuers thatfall underjurisdiction of these republics,andsecuritiesissued by foreign issuers,
shall be permitted into circulation within the RS.F.S.R only if they have been registered with the Ministry of
Economics and Finance of the RS.F.S.R
28. let at 4,1 8. The issuance of securities which have not been registeredin the Ministry of Economics
and Finance of the RS.F.S.R shall be illegal Such securitiesand any proceeds received by theirissuerfrom
the sale of such securities shall be seized and these proceedsshall be returnedto their owners (thatis, to the
investors that have purchased the securities). Other sanctions may be enforced in accord with appropriate
RS.F.S.R. legislation.
29. Decree, supra note 4, at 4, 1 9. The RS.F.S.R government shall determine the generalregulations
andannualquotasforsecuritiesissued bygovernment agenciesofsovereign states-formerconstituentrepublics
of the U.S.S.R-issuers that fall under jurisdiction of these republics, as well as by foreign issuers for
circulation in the RS.F.&R The Ministry of Economics and Financeshall determine the rules and conditions
forfulfillment of the established quotas with respect to the securitiesnamed in this section within R.S.F.S.R
30. Id at 4-5,1 10. The government of the RS.F.S.R shall have the rightto establish annualquotasfor
the circulation of securities outside the RS.F.S.R which have or will be issued by issuers that are under the
jurisdiction of the R.S.F.S.R, considering obligations of the RS.F.S.R under internationalagreements. The
Ministry of Economics and Finance shall determine the rules and conditions of the right to circulate said
securities outside the territory of the RS.F.S.R
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IV.

PARTICIPANTS IN THE SECURTIES MARKET

Participants in the securities market are defined as issuers of securities, investors, and
investment institutions.3 ' Issuers of securities are legal entities, government agencies,
or municipalities that issue securities and are responsible to the holders of securities.
Governments, governmental agencies, municipalities, corporations, and other legal entities,
including joint-venture and foreign corporations registered on the territory of the Russian
Republic, may also be considered issuers of securities. The former republics that
constituted the U.S.S.R. and other legal entities which fall under their jurisdiction, and
foreign legal entities, may act as issuers of securities on the Russian Republic securities
market consistent with regulations promulgated under the Decree.32
A.

Investors

An "investor" is a physical person or a legal entity that acquires securities on his, her,
or its own behalf and with his, her, or its own funds. Foreign citizens and legal entities
may act as investors in the securities market of the Russian Republic as provided by the
foreign investment law.3
B. Investment Institutions
An "investment institution" is a legal entity established under the law of the Russian
Republic.34 Investment consultants may also be physical persons.35 An investment
institution may be established by Russian or foreign citizens, as well as by judicial
entities, and investment institutions are to deal exclusively with securities. Foreign legal
entities have equal rights of participation in the securities market when acting as
investment institutions. The law also provides that banks may act as investment
institutions.ss

31. Id at 5, 1 11. The participants of the securities market are issuers of securities, investors and
investment institutions.
32. ld at 5, 12. Issuers ofsecuritiesare legal entities,government agenciesor municipalitiesthat issue
securities and are responsible to the holders of securities.
Governments,government agencies,municipalities,corporationsandother legal entities(includingjointventures andforeign corporations)which are registered on the territory of the R.S.F.S.R may be considered
issuers ofsecurities.
Sovereign entities-former republics of the U.S.S.R-and legal entities thatfall undertheirjurisdiction,
as well asforeign legal entities, may act as issuers on the RS.F.&R securities market in accordance with the
requirementssetforth in this Regulation.
33. Id at 6, $ 13. An "investor" is a physical person or a legal entity that acquires securities on
hs/her/ltsown behalf andfor his/heritsown fiunds. Foreign citizens and legal entitiesmay act as investors in
the securities market of the RS.F.S.R in accordance with RS.F.S.R laws on foreign investments.
34. Law, entitled"On Enterprises and Entrepreneurial Activity in Russia," Dec. 25, 1990,30 Vedomosti
RSFSR, item 357 (1990).
35. Id 3(2).
36. This must be in accordance with Law, entitled "On Banks and Bank Activities in the R.S.F.S.R.,Dec. 2, 1990, 27 Vedomosti RSFSR, item 357 (1990). Decree, supra note 4, at 6,
14. An "investment
institution" is a legal entity, establishedin any form that is allowed under law of the RS.F.S.R "On Enterprise

and EntrepreneurialActivity in Russia. "Investment consultants can also be physicalpersons as stipulatedin
Section 3(2) of this Law. Investment institutionsshall deal exclusively with securities.
An investment institution may be established by Soviet or foreign citizens as well as by legal entities.
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1.

Possible Roles of Investment Institutions
a. Middlemen, Brokers, and Investment Consultants

The investment institution is empowered to act as a middleman, a broker, an
investment consultant, an investment company, an investment fund, or any combination
of these functions? 7 A broker in the securities market is an agent employed by a client
for the purposes of engaging in securities transactions for agreed compensation. While
the law does not say so specifically, it apparently contemplates that the agreement be in
writing." An investment consultant provides consulting services on matters of the
issuance and circulation of securities.39
b.

Investment Companies

Investment companies are charged with the responsibility of organizing the issuance
of securities and furnishing the guarantees of their placement for the benefit of third

parties. Investment companies also are empowered to invest in securities, to purchase and
sell securities in their own name and with their own funds. The purchase and sale of
securities in its own name with its own funds may, among other ways, be done by

quotation by the company of bid and ask prices with a fin commitment to buy and sell
at these prices. The investment company is required to finance its activities through its
own capital or by issuing its own securities that shall be sold only to legal entities. The

investment company is proscribed from financing its activities by drawing upon private
investors' funds. However, this limitation does not to apply to bank operations which
involve purchase and sale of government securities.4 °

Foreign legal entitiesas investment institutionshave equal rights with other participantsof the securities
market
Banks may act as investment institutions in the securities market in accordance with the Law of the
RS.F.S.R "On Banks and Bank Activities in the RS.F.S.R"
37. Decree, supra note 4, at 5, 15. In the securities market, an investment institution may act as:
intermediary (afinancial broker);
investment consultant;
investment company; [and]
investment furA
38. Id. at 5, $ 16. "Activities of an intermediary" (a financial broker) in the securities
markets-fulfillment of intermediary (agency)functions in the buying and selling of securitiesfor the account
and with the authorizationof the client upon the basis of a commission agreement or authorization.
39. Id. at 5, 1 17. An investment consultantshall provide consulting services on the matters of the
issuance and the circulation of securities.
40. Id. at 6,1 18. An investment companyshall organize the issuance of securitiesandfurnishguarantees
of theirplacementfor the benefit of thirdparties; shall invest in securities; shallpurchase and sell securities
in its own name and with its own funds which may be done through the quotation of the "bidprice" and "asked
price" at which the investment company will commit itself to buy and sell securities.
An investment company is requiredto finance its activities through its own capitalor by the issuing of its
own securities that shall be sold only to legal entities.
An investment company shall notfinance its own activities through access to funds ofprivate investors.
The above-mentioned limitation shall not apply to bank operationsinvolving government securities.
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c.

Investment Fund

An investment fund is empowered to issue shares of stock for the purpose of
collecting investors' money and, in turn, investing that money into securities on behalf of
the investment fund. The investment fund can deposit money in bank accounts. The
owners or shareholders of the investment fund are to bear the risks as well as the gains
and losses which result in market evaluation with respect to its investments.
An investment fund is required to be established as a joint stock company. An
investment fund's charter is required to contain provisions for the rules and conditions for
all of the fund's activities, specific directions of investment policy, rules of interaction
with the banks, the responsibility of constituents and administration of the fund to the
shareholders, and rules of calculation of ownership interest in the net assets for each share
of stock. An investment fund may not invest more than five percent of its assets in the
securities of any one issuer, nor may it buy more than ten percent of the securities of a
single issuer.4' No legal entity may become an investment fund unless it has a specialist
working with securities who has been issued a certificate by the Ministry of Economics
and Finance of the Russian Republic.42
2.

Licensing

Investment institutions are required to obtain licenses issued by the Ministry of
Economics and Finance in order to commence operations. Licenses may be granted for
each type of activity of the investment institutions or for several types of activities at the
same time, such as operating as a broker, investment consultant, or investment company.

41. Id at 6, 19. The exclusive activity of an investmentfund shall be to issue sharesof stockfor the
purpose of collecting investor's money and investing it into securities on behalfofthe investment fund as well
as depositing it in bank accounts. The owners (shareholders)of thefund shall bearall risks of the market with
respect to gains and losses regardingthe investments ofthe fund which are realized through changes in the
currentprice ofthe sharesofthefun,4 An investmentfundshall not engage in any operationsotherthan those
stated herein.
An investmentfund may be establishedonly in the form ofa joint-stock company. The fund's Chartershall
containprovisions regardingrules and conditionsfor all the fund's activities,specific directionsof investment
policy, rules of interaction with banks, the responsibilityof constituents and administrationof the fund to the
shareholders,rules andregulationsconcerningthe activities ofmanagemen; rulesfordeterminingthe per-share
value of thefund's assets and otherimportant questions of concern to shareholders.
An investmentfund may not invest more than five percent of its assets in securities of any one issuer,and
it may not buy more than 10 percent of the securities of any single issuer.
The Ministry of EconomicsandFinanceof the R.F.S.R shall regulatethe specifics of investmentfunds'
activities.
42. Decree, supra note 4, at 6, 1 20. No legal entity shall become an investment fund unless it has a
specialistin working with securitiesthat has a qualifying certficate issued by the Ministry of Economics and
Finance of the RS.F.S.R. authorizing transactionswith respect to the funds of private investors.
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The investment fund is not permitted to merge its functions with any other functions.
Merging the functions of an investment company and a broker is permitted only if the
investment company acts as a broker through a stock exchange.
No physical person or legal entity other than banks may participate in the securities
market using funds of third parties or on behalf of the third parties without a license from
the Ministry of Economics and Finance4 The Ministry of Economics and Finance is
charged with establishing the rules and conditions for obtaining, suspending, and recalling
investment institutions' licenses. The Ministry also determines the amount of the one-time
fee for issuing licenses." The Ministry of Economics and Finance of the Russian
Republic is charged with establishing requirements for investment institutions as follows:
(1) They must have a specialist in working with securities with an appropriate
certificate;
(2) they must have capital sufficient for the fulfillment of their obligations to
investors; and
(3) they must use appropriate accounting and auditing principles, as well as a
disclosure system.45
Commercial banks are empowered to act as investment institutions when properly
licensed. The Ministry of Economics and Finance, together with the Central Bank of
Russia, are empowered to grant these licenses.46

43. Id. at 6-7, 1 21. Investment institutionsmust obtain licenses issued by the Ministry of Economicsand
Financeofthe RS.F.S.R in orderto commence theiractivities.Licenses may be grantedfor each type of activity
of investment institutions,or for several types of activities at the same time, such as those of a broker, an
investment consultant,and an investment company. An investment fund may not merge itsfunctions with any
other functions. A merger of functions of an investment company and of a broker is permitted only tf the
investment company acts as a broker through a stock exchange.
No physicalperson or legal entity, other than banks, may participatein the securitiesmarket usingfunds
of thirdpartiesor on behalf ofthirdpartieswithout a licensefrom the Ministry of Economics and Finance of
the RS.F.S.R
44. Id at 7, 1 22. The Ministry of Economics and Finance of the R.S.FS.R. shall establish rules and
conditionsfor obtaining,suspension andrecall of investment institutions' licenses. The Ministry also determines
the amount of the one-time fee for issuing such licenses.
45. Id at 7, 23. The Ministry ofEconomics andFinance of the RS.F.S.R. shall establish thefollowing
requirementsfor investment institutions:
they must have a "specialist" in working with securities with an appropriate qualifying
certificate;
they must have a capital sufficientfor thefulfillment of theirfinancialobligations to investors;
they must use appropriateaccountingprinciplesanda disclosuresystem which would precisely
andfully reflect operationswith securities.
46. Id at 7, 24. The licensing of commercial banks as investment institutionsis accomplished by the
Ministry of Economicsand Financeof the R.F.S.R in coordinationwith the Central Bank of the RS.F.S.R
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3.

Certified Specialists

An investment institution is proscribed from acting in the securities market unless it
has a certified specialist authorized by a certificate issued from the Ministry of Economics
and Finance. Only such a specialist is empowered to engage in transactions on behalf of
investment institutions 7 The Ministry of Economics and Finance is to establish rules
and conditions for issuing certificates to specialists that will be participating in the
securities market, and the Ministry is also empowered to determine the amount of the fee
for issuing the certificate. "
The Ministry of Economics and Finance is empowered to nullify or suspend an issued
certificate if the specialist to whom it is issued:
(1) Has filed an application that contained false or misleading information;
(2) has violated an internal professional code of the investment institution;
(3) was convicted of forgery of documents, money bills, or securities
certificates, theft, or bribery;
(4) was found guilty in court of engaging in illegal transactions, as well as
illegal use of the confidential information containing commercial secrets of
his employer or a client;
(5) was found guilty in court of causing harm to his client;
(6) has violated tax legislation; or
(7) has violated the requirements of this regulation or any rules adopted by the
Ministry of Economics and Finance of the Russian Republic.

47. Decree, supra note 4, at 7,125. An investment institutionmay not act in the securities market unless
it has a specialistin working with securitieswith a certificateissued by the Ministry ofEconomicsand Finance
of the RS.F..R.

Only such specialists shall have the right to conclude transactionson behalf of investment institutions.
48. Id at 7, 26. The Ministry of Economics and Finance of the RS.F..R. shall establish rules and
conditionsfor issuing certificatesto the specialists working with securities. The Ministry also determines the
amount of the one-time fee for issuing such certificates.
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The certificate may be nullified by a court order. A specialist in working with securities
will have the right to appeal the decision of a court which has nullified a certificate.49

In the event that an investment institution is declared insolvent under law, all the
specialists working with securities employed by the institution automatically lose their
certification and may resume work in the field only if they receive a new certificate from

50
the Ministry of Economies and Finance.

4. Conditions of Operation
An investment institution is required to have a minimum capital fund, the size of
which the Ministry of Economics and Finance will determine for all types of investment

institutions. The size of the capital fund of banks acting as financial institutions is to be
determined by the Central Bank of Russia, with the consent of the Ministry of Economics
and Finance. 5
The Ministry of Economics and Finance must establish universal registration
requirements and rules of conducting securities transactions, accounting and auditing rules,
as well as report and disclosure requirements. Together with the Central Bank of Russia,

it shall5 2also determine the rules of accounting and auditing of securities transactions for
banks
The Ministry of Economics and Finance of the Russian Republic may recall or
suspend any license issued to an investment institution if that institution:

49. Id. at 7-8, 27. The Ministry of Economicsand Financeof the RS.F.S.I may nullify or suspend the
issued certificate if the specialistto whom it was issued:
hasfiled an applicationthat containedfalse or misleading information;
violated an internalprofessionalcode of the investment institution;
was convicted of the following activities: forgery of documents, money LILY, securities'
certificates,theft or bribery;
was found guilty (in court) of engaging in illegal transactions, as well as illegal use of
confidential information containing commercial secrets of his employer or his client;
wasfound guilty (in court) of causing harm to his client;
violated tax legislation;
violatedthe requirementsof this Regulationor any rules adoptedby the Ministryof Economics
and Financeof the RS.F..R.
The certificate may be nullified by a court order.
The specialist in working with securitieswill have a right to appeal the court's decision.
50. lId at 8, 28. In the event that an investment institution is declared insolvent under the law, all
specialists working with securities employed by such institution shall automatically lose their certificatesand
may resume work in this field only after they receive a new certificatefrom the Ministry of Economics and
Finance of the RS.F.S.
51. Id. at 8, 29. An investment institution is requiredto have a minimum capitalfund.The Ministry of
Economics and Finance of the R.S.F.S.R. shall establish the minimum capital required for each type of
investment institution. The size ofthe capitalfundof banks actingas investment institutionsshall be determined
by the Central Bank of the R.S.F.S.R. with the consent of the Ministry of Economics and Finance of the
RS.F.S.
52. Decree, supra note 4, at 8, 30. The Ministry of Economics and Finance of the RS.FS.R shall
establish universal registrationrequirementsand rules of conducting securities transactions,accounting and
auditing rules,as well as reportinganddisclosurerequirements.The Ministry of Economics andFinanceof the
RS.F.S. and the CentralBank of the R.S.F.S.R. shall determine the rules of accounting and auditing of
securitiestransactionsfor banks.
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(1) Has filed an application that was false or misleading;
(2) is declared insolvent under the laws of the Russian Republic;
(3) in the last fiscal year earned more than 50 percent of its profit from
activities other than those having to do with securities transactions;
(4) is found guilty by court of causing harm to shareholders or clients;
(5) uses services of an uncertified specialist or a specialist whose certificate was
recalled;
(6) has engaged in transactions that are considered illegal under the laws of the
Russian Republic or for using confidential information containing
commercial secrets of that client;
(7) has violated tax legislation; or
(8) has violated this decree or any other regulation of the Ministry of Economics
and Finance.
by the Ministry of Economics and Finance may be appealed in a court of
A decision
53
law.

53. lId at 8,131. The Ministry of Economics and Financeof the RS.FS.R may recallor suspend any
license issued to an investment institution if that institution:
hasfiled an application that wasfalse or misleading;
is declare insolvent under the RSA.F.S.R laws;
during the lastfiscal year gained more than 50% of itsprofitfrom activities otherthan those
having to do with securitiestransactions;
isfound guilty (by court) of causing harm to shareholdersor clients;
uses services of an uncertifiedspecialistor one whose certificate was recalled;
has engagedin transactionsthatare consideredillegal underthe laws ofthe RS.F.S.R, or with
using confidential information containingcommercial secrets of the client;
has violated tax legislation;
has violated this Decree or any other regulationof the Ministry of Economics andFinanceof
the R.S.F.S.R.
A decision of the Ministry may be taken to the court of law.
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V. THE ISSUANCE oF SECURITIES
A.

Preliminary Matters

The issuance of securities is the sale of securities to initial owners, that is, investors,
who may be citizens and legal entities. The issuance occurs upon the establishment of
a joint stock company and the distribution of shares of stock between the founders, upon
an increase of the amount of the stated capital of a stock company, or upon an increase
of borrowed capital of legal entities, the state, state bodies, and local administrative
agencies by a bond offering or the offering of another debt security.54 Issuance of shares
of stock for distribution between the founders of a joint stock company is to be carried
out in accordance with the law governing joint-stock companies.55 The public offering
of the securities of a joint stock company is not permitted at the time the joint stock
company is established; however,
the owners may keep their securities in special
56
institutions called depositories.
B.

The Prospectus

The issuer and guarantors of an issue, as well as investment institutions, which carry
out the sale of securities to their owners in accordance with the agreement with the issuer,
must provide each potential purchaser with an opportunity to become familiar with the
conditions of the sale. This is done by circulating a prospectus before the purchase. The
prospectus is to contain information about the issuer, the offered securities themselves, the
procedure of their issuance, and other information which may affect the decision of the
buying public. The Ministry of Economics and Finance is to establish the procedure for
publishing the prospectus, covering both its registration and the list of informational
requirements to be included in the prospectus. The informational requirements for a

32. An "issuance" of securities is sale of securities to the initial owners
54. Id. at 9,
(investors)-citizensand legal entities The issuance occurs:
upon the establishmentofa joint-stock company and distribution of sharesof stock between the
founders;
to increase the amount of the stated capital (fund) of a stock company by an issue of shares;
to attract borrowed capital of legal entities, the State, state bodies or local administrative
agencies by the means of issuing bonds and other debt obligations.
55. Decree No. 601, Dec. 25,1990. The Council of Ministers of the Russian Republic passed this decree.
56. Decree, supra note 4, at 9, 33. Common or shared ownership is a Russian civil law concept.
"Common ownership" means ownership rights of two or more individuals, entities, or both with respect to some
common property. Common shared ownership means that each of the mentioned individuals or entities may
allocate a share in this common property and have special ownership rights in respect of this share.

The issuance of sharesof stock for distribution between the founders of a joint-stock company shall be
carriedout in accordance with the Regulationon Joint-stock Companiesestablishedby a Decree of the Council
of Ministers of the R.S.FS.R. No. 601 on December 25, 1990 (Collection of Decisions of the Council of
Ministers, 1991, No. 6, Art 92). Upon the foundation ofjoint-stock company, all the amount of stated capital
(fund) shall be distributed between the founders entirely.
The public offering ofshares at the time of the formation of a joint-stock company shall not be allowed.
Securities may be kept by their owners in special institutions (depositories)according to the right of
common (shared)ownership.
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bank's prospectus are to be established by the Ministry of Economics and Finance,
together with the Central Bank of Russia. The guarantors of the issuance, if any, as well
as investment institutions, which carry on the sales of securities to their initial owners,
have responsibility for the accuracy of the information included in the prospectus. 7
The issuer and the investment institutions selling shares to initial owners are required
to provide all buyers with equal terms of purchase. The price of all shares in a single
issuance must be the same during the sale of the shares to initial owners.58 The law
requires that a fee be charged for the registration of any issuance of securities and for the
prospectus, with the amount of the fee to be determined by legislation.59 The Ministry
of Economics and Finance, its local divisions, or both, have responsibility for the
completeness of the information contained in the prospectus, but they shall not have
responsibility for the accuracy of the information. In order to protect investor's interests,
the Ministry of Economics and Finance, its local divisions, or both, have the right to
undertake a selective audit of the information published in the prospectuses.'
C.

The Regulatory Role of the Ministry of Economics and Finance

The Ministry of Economics and Finance has the right to declare the issuance of
securities void, suspend issuances, or refuse their registration in cases where prospectuses
of issuers or investment companies which carry on the sales of securities to initial owners
contain misstatements or omissions, or where the process of issuance violates the

57. Id at 9,1 34. The issuerand guarantorsof the issuance, if any, as well as investment institutions,
carryingout sale ofsecuritiesto theirinitialowners (accordingto the agreementwith the issuer) shall have an
obligation to provide each potentialpurchaserwith an opportunity to become familiar with conditions of the
sale and Prospectus of the issuance before he or she purchases the securities. The Prospectusshall contain
information about the issuer, the offered securitiesthemselves, the procedures of their issuance and other
information which could affect the decision of buying securitiesor the refusal to buy them.
The procedureofpublishing the prospectus,its registrationas well as the list of information requirements
to be included in theprospectus shall be established by the Ministry of Economics andFinanceof theR$.F.S.R.
The list of information requirements to be included in the prospectus of banks issuing securitiesshall be
determined by the Ministry of Economics and Financeof the RS.F.S.R, togetherwith the CentralBank of the
R.S.F.S.R.
The issuerand guarantorsofthe issuance, if any, as well as investment institutions,carrying on the sale
of securitiesto initialowners (accordingto the agreement with the issuer)shall be responsiblefor the accuracy
of the information included in the prospectus according to the procedure established by the legislation of the
RS.F.S.R.
58. Id at 9,135. The issuerand investment institutions,selling shares to the initial owners (according
to the agreementwith the issuer), shall be requiredto provide all buyers with equalprice conditions(the price
of all sharesof a single issuance shall be the same during the sale of these sharesto initial owners).
59. Id. at 9, 1 36. A specialfee [duty] shall be collectedfor the registrationof any issuance of securities
and its Prospectus.The amount and the payment procedure of this fee shall be determined by the effective

legislation.
60. Id at 10, 37. The Ministry ofEconomicsand Financeof the RES.F.S.R. and its local divisionsshall
be responsible only for the completeness of information contained in the Prospectusbut notfor its accuracy.
Forthe purposesofprotecting investors' interests,the Ministry of EconomicsandFinanceof the RS.F.SA
and its local divisions shall have the right to undertake selective audits of information published in the
Prospectuses.
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requirements of the effective legislation.61 Advertising the sale of securities in the media
prior to the62registration of the prospectus with the Ministry of Economics and Financeis
prohibited.
The Ministry of ]Economics and Finance has the right to exempt certain issuances of
securities, such as private placements of securities, from the registration of their
prospectuses and to determine the terms and conditions of the exemption. Pursuant to the
law governing enterprises and entrepreneurial activities, 3 the registration of a closely
held joint-stock company provides a basis for the registering of an issuance of securities
to be distributed among the company's founders. The registration of the securities in a
private issuance may not be refused."
The Ministry of Economics and Finance is to maintain a state registry of securities
for all securities which have been registered in the Russian Republic and is required to
update the list of newly registered securities at least once a month.' Securities may be
issued by a private placement without public notice, an advertising campaign, or
publication and registration of the prospectus among up to 100 investors known in
advance when the amount does not exceed 50,000,000 rubles." The issuance of
securities can also be done in the form of a public offering, with publication and
registration of the prospectus, for an unlimited number of investors or when the amount
exceeds 50,000,000 rubles. The issuer and the investment institutions that sell securities
to the initial owners may choose any procedures for the issuance if the issuance does not
violate the law of the Russian Republic.
In the issuance to a closely held group of investors where the issuance will later
extend beyond 100 investors or exceed 50,000,000 rubles, the issuer and investment
institutions conducting the sale of securities according to the agreement with the issuer
must publish and register the prospectus as required for a public issuance of the securities.

61. Decree, supranote 4, at 10, 138. The Ministry of EconomicsandFinanceof the RS.F.S.R. shall have
the right to declare issuancesof securities voi4 to suspend issuancesor to refuse their registrationin cases
when Prospectuses of issuers or investment companies that carry on sales of securities to initial owners
(according to the agreement 'with the issuer) contain misstatements or omissions, or the process of issuance
violates the requirements of the effective legislation of R.S.F.S.R. or this Regulation.
62. Id at 10, 139. The advertisementofsecurities in the mediapriorto the registrationof the Prospectus
in the Ministry of Economics and Finance of the RS.F..R shall be prohibited
63. 'On Enterprises and Entrepreneurial Activities," supra note 34.
64. Decree,supra note 4, at 10, 140. The Ministry of Economicsand Financeofthe RS.F.S.R. shall have
the right to exempt certain issuances of securities (e.g., those which are sold withoutpublic notice [Note: this
providesfora "privateplacement. "])from the registrationof theirProspectusesandto determine the terms and
conditionsof this exemption.
In accordance with the Law of the RS.F.S.R. "On Enterprises and EntrepreneurialActivity' the
registrationofa closely heidjoint-stock company shall be the basisforthe registrationof issuance of securities
to be distributedamong the founders ofthat company. Refusal ofregistrationof securities ofa private issuance
shall not be allowed
65. Id at 10, 141.
66. Id at 10, 1 42. The issuance of securities can be carriedout in the following forms:
privateplacement without publicnotice, advertising campaign,orpublication and registration
of the Prospectus, among a limited number of investors known in advance (up to 100) [the
number of security holders is not to exceed 100 at any time] and in an amountnot exceeding
50 million rubles.
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D. Investment Institutions
Investment companies, upon agreement with the issuer, may act as guarantors and
organizers of the issuance of securities subject to the following conditions:
(1) Investment companies are obliged to purchase at their own expense the
entire issuance of securities at a fixed price for the purpose of future resale
to outside investors;
(2) investment companies are obliged to purchase at their own expense part of
the issues unsold by them to outside investors within a certain period of
time; or
(3) investment companies, a broker, or both, may undertake the obligation of a
best efforts sale of securities to outside investors on behalf of the67 issuer
without any obligation to purchase the unsold portion of the issue.
Investment institutions may form temporary associations, that is, consortiums or
syndicates, for a joint effort to organize the issuance of securities of a single issuer. The
mutual obligations of investment institutions of the consortium will be determined by an
agreement among them. The mutual obligations of an issuer and a consortium are to be
determined by an agreement between the issuer and the lead investment institution of the
consortium."
VI. CIRCULATION OF SECURITIES

A.

Pricing Regulation

The circulation of securities, that is, the purchase and sale by investors, including
securities purchased or sold through investment institutions, must occur at market prices.
Securities transactions are lawful only after registration. 69 Stocks and derivative

67. IdX at 11, 143. Upon the agreementwith the issuer,investment companies may act as guarantorsand
organizers of the issuance ofsecurities subject to thefollowing conditions:
investment companies areobligedto purchaseat theirown expense the entire issueofsecurities
at a fixed pricefor the purpose of the future resale to outside investors;
investment companiesare obliged to purchase at theirown expense partof the issue unsold by
them to outside investors within a certain time limit Investment companies and brokers may
undertake the obligation to make a "best efforts" sale of the securitiesto outside investors on
behalf of the issuer, but undertake no obligationto purchase the unsoldportion of the issue.
68. Id at 11, 144. Investment institutionsmay form temporaryassociations(consortiumsor syndicates)
for thejoint effort to organize the issuance ofsecurities of a single issuer. The mutual obligationsof investment
institutionsofthe consortium(syndicate)are determinedby theirmultilateralagreement The mutual obligations
of an issuer and a consortium (syndicate) are determined by the agreement between the issuer and the lead
investment institution of the temporary association.
69. Decree, supra note 4, at 11,
45. The circulation of securities, Le., theirpurchase and sale by
investors, including through investment institutions,shall be done at market prices. Securitiestransactionsare
considered lawful only after their registrationaccordingto the establishedprocedures.
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securities are priced in rubles and kopecks for a single security. State and corporate
bonds and other state debt securities are priced as a percentage of their nominal face
value.7 °
B. Disclosure and Notification Requirements
The issuer or investment institution which engages in the sale of securities to an
outside investor must provide the outside investor with complete and accurate information
about the security, the risks associated with the investment in the security, its profitability,
the procedure for receiving profits, and tax issues.7 Prior to adopting tax legislation
governing securities transactions, the profit, which is calculated as the difference between
the price of purchase of the security and its resale, must be taxed according to procedures
established by legislation of the Russian Republic.72
Acquiring more than 15 percent of the shares of stock of any single issuer by a legal
entity, an individual, a group of individuals measured by their common ownership, or a
group of legal entities connected with each other by agreement or control of each other's
property requires notification to the Ministry of Economics and Finance of the Russian
does not apply to the founders of
Republic within five days. However, this requirement
73
a joint stock company at the time of its creation.
Acquiring 35 percent or more of the shares of stock of a single issuer or of shares
of stock representing more than 50 percent of the votes of shareholders by one legal entity
or individual, by a group of legal entities or individuals connected with each other by
agreement, or by a group of legal entities that control each other's property requires the
preliminary consent of the Russian Republic State Committee on Antitrust Policy in
Support of New Economic Structures. This requirement does not apply to the founders
of a joint stock company upon its creation if its stated capital does not exceed 50,000,000
rubles.74

70. Id. at 11, 46. Stocks andderivative securitiesarepriced in rubles and kopecks for a single security.
Bonds, including state debt securities are priced as a percentage of their nominal fface] value.
71. Id. at 11, 1 47. The issuer or investment institution, carrying on the sale of a security to an outside
investor,shallprovide him with complete andaccurateinformation regardingthe security (which is the subject
of the transaction)regardingrisks associatedwith the investment in this security, its profitability,the procedure
of receiving profits, and taxation issues.
72. Id. at 11, 48. Pending the adoption of tax legislation on securities transactions,the profit that is
calculatedas the difference between the price ofpurchase of the security anditsfollowing resale,shall be taxed
according to the existing common procedures established in RS.F.S.R legislation.
73. Id. at 11-12, $ 49. The acquisition of more than 15 percent of shares of stock of any single issuer
by a legal entity or an individual or by a group of individuals(on the basis of common (joint) ownership) or
by a group of legal entities that are connected with each other by agreement or controleach other'sproperty,
shall require a notification of the Ministry of Economics and Finance of the R.S.F.S.R. within 5 days. This
requirementshallnot be applicable to the founders of a joint-stock company upon itsfoundation.
74. Decree, supra note 4, at 12, 50. The acquisitionof35 percentor more ofsharesofstock of a single
issuer,or sharesof stock representingmore than 50 percent of votes ofsharehoders,by one legal entity or an
individualor by a group of persons (legal or natural), that are connected with each other by agreement or a
group of legal entities that control each other's property, shall require the preliminary consent of the State
Committee of the RS.F.S.R. on AntitrustPolicyand Supportof New Economic Structures.This requirementshall
not be applicable to the founders of a joint-stock company upon its establishment if its stated capitaldoes not
exceed 50 million rubles.
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Violations of sections 49 and 50 of the Decree void the transactions. Information on
transactions covered by sections 49 and 50 is not deemed a commercial secret of its
participants but rather is deemed to be in the public domain. A court shall determine
whether an agreement to purchase securities governed by sections 49 and 50 exists. The
State Committee of Russia on Antitrust Policy in Support of New Economic Structures
will determine the conditions of "legal entities' control of each other's property.""
C.

Use of Confidential Information

It is illegal to use any confidential information in securities transactions. Confidential
information is any information about the issuer or the securities of the issuer that is not
accessible, the use of which may cause material damage to the issuer or the investor.
Information which is not accessible is that which cannot be received by means of public
information, a prospectus, periodic reports, or other materials published by an issuer.76
Employees of the issuer, investment institutions (banks and regulatory), and controlling
governmental agencies, who by the nature of the activity have access to confidential
information, must not make it public or use it while providing investment advice or use
it for the purposes of personal investments."
D. Stamp Duty
Each side involved in a transaction for the purchase or sale of securities is required
to pay a stamp duty to be determined by government policy.78
VII. SECURrrms EXCHANGES

A.

Definition and Establishment

A securities exchange is an organization whose exclusive functions are to provide for
the necessary conditions for the normal circulation of securities, to determine market

75. Id at 12, 51. iolationsof sections 49 and 50 of this Regulation relating to the consent of the
Ministry of Economics and Finance of the RS.F.S.R. and to obtaininga consentfrom the State Committee of
Russia on Antitrust Policy and Support of New Economic Structures shall lead to declaring transactionsnull
and void All information about transactionsmentioned in sections 49 and 50 of this Regulation shall not be

considered a commercial secret of a transaction'sparticipants.The existence of agreements mentioned in
sections 49 and 50 of this regulation shall be determined by the court. The State Committee of Russia on
AntitrustPolicyandSupport of New EconomicStructuresshall determine the rules andconditionsofrecognition
of legal entities' control of each other's property.
76. Id at 12, 1 52. it shall be illegal to use any confidential information in securities transactions.
Confidentialinformation is any information about the issueror his securitiesthat is not accessible (i.e., cannot
be received by means of public information,prospectus,periodic reports or other materialspublished by an
issuer), the use of which may cause material damage to the issuer or the investor.
77. Id. at 12, 53. Employees of the issuer,investment institutions,banksand regulatory,andcontrolling
governmental agencies, who by the nature of theiractivity have access to confidential information,must not
make it public, or use it in providing investment advice, orfor the purposes of theirpersonal investments.
78. ld at 12, 54. Each side involved in the transactionof purchase and sale of securities is required
to pay a "stamp duty" which shall be determined by the Government of the R.S.F.S.R
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prices of securities, and to ensure professionalism of the participants in the securities
market. Securities exchanges shall be established in the form of closely held joint-stock

companies and must not have less than three shareholders. Only the shareholders of
securities exchanges may be members. A securities exchange is a not-for-profit
organization and shall not have a purpose to make a profit. It is a self-funded
organization that does not pay dividends to its members. The minimum share capital of

the securities exchange is three million rubles.79
B. Functions

The securities exchange shall not act as an investment institution, engage in any

activity other thari that described in sections 55 and 67 of this law, or issue securities
other than its own shares.8" A securities exchange is required to be registered in
accordance with Russian Republic law81 and to obtain a license from the Ministry of
Economics and Finance.
C. Licensing, Charters,and Rules of Operation
Any organization that does not have a license must not act as a securities exchange
or use the name Securities Exchange, or any similar name, in its title. It is illegal to act
as a securities exchange without a proper license from the Ministry of Economics and
Finance. The Ministry of Economics and Finance shall determine the rules and conditions
of registration of a securities exchange and for obtaining a license to conduct its operation,

as well as procedures for recalling or suspending the license. The Ministry of Economics
and Finance also determines the amount and conditions for paying a stamp duty for the
license. 2

79. Decree, supra note 4, at 12-13, 55. A "SecuritiesExchange" is an organization, the exclusive
function of which is to providefor the necessary conditionsfor the normalcirculationof securities, to determine
market prices of securities, to disseminate this information and to secure professionalismof the participantsin
the securitiesmarket
A SecuritiesExchangeshallbe establishedin theform ofa closely hel joint-stock company and must have
not less than three shareholders.Only the shareholdersof the Securities Exchange shall be Its members.
Securities Exchange is a not-for-profit organizationand does not have a purpose to have a profit.It is a selffunded organizationthat does not pay dividends to its members.
The minimum share capital (net worth) of a Securities Exchange is three million rubles.
80. Id at 13, 56. A Securities Exchange shall not act as an investment institution, engage in activity
other than describedin sections 55 and 67 of this Regulation, or issue securities other than its own shares.
81. "On Enterprises and Entrepreneurial Activity," supra note 34.
82. Decree supra note 4, at 13, 57. A Securities Exchange shall be registeredin accordance with the
Law of'the RS.F.S.R. "On Enterprises and EntrepreneurialActivity" and shall obtain a license from the
Ministry of Economicsand Financeof the R.S.F.S.R An organizationthat does not have a license shall not act
as a SecuritiesExchange or use the name "SecuritiesExchange " or similarname in its title. It shall be illegal
to act as a Securities Exchange without a proper licensefrom the Ministry of Economics and Finance of the
R.S.F.S.R.
The rules and conditionsfor registrationandfor obtaininga license to conductthe activity at a Securities
Exchange,for recallingandsuspension ofa license, as well as the amount and conditionsfor paying a "stamp
duty" for such license shall be determined by the Ministry of Economics and Financeof the R.S.F.SR.
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Commodity and currency exchanges may have separate securities exchange divisions.
They must have a separate balance sheet and must have a license from the Ministry of
Economics and Finance to conduct their activity as a securities exchange. All securities
exchange divisions must act in accordance with the provisions of this law." A securities
exchange is required independently to choose and adopt floor-trading rules, as well as the
trade confirmation and settlement rules, at the end of some transactions period. Securities
exchanges and securities exchange departments have, as a basis of their activity, the rules
provided by this Decree, in-house rules for performing securities transactions, a charter,
and other rules and regulations as approved by the Ministry of Economics and Finance
at the time of its registration. Any changes of charters of the securities exchange
divisions or of in-house rules for performing securities transactions require approval from
the Ministry of Economics and Finance.
The activity of entities that foster the operation of securities exchanges, such as
clearing houses, clearing banks, and insurance companies, are to be regulated by the
Ministry of Economics and Finance, together with the Central Bank of Russia.84 The
Ministry of Economics and Finance is empowered to recall or suspend the license of a
securities exchange or to impose other sanctions where:
(1) Charter documents, rules, and practices of the securities exchange are not in
compliance with the Russian Law, provisions of this regulation, and rules
established by the Ministry of Economics and Finance; or
(2) members or managers of the securities exchange violate the laws of the
Russian Republic, the provisions of this regulation, or rules established by
Ministry of Economics and Finance and internal rules of the securities
exchange.5

83. Id. at 13,158. Commodity andcurrency exchangesmay have separateSecuritiesExchange divisions.
They must have a separate balance sheet and must have a license to conduct the activity at a Securities
Exchangefrom the Ministry of EconomicsandFinanceofthe RS.F.S.R All Securities Exchange divisions shall
act in accordance with provisions of this Regulation dealing with Securities Exchanges.
84. Id. at 13, 1 59. A Securities Exchange shall independently choose and adoptfloor trading rules, as
well as confirmation and settlement rules (at the end of some transactionsperiod). Securities Exchangesand
Securities Exchange Departments act in accord with this Decree, in-house rules for performing securities
transactions,a Charter(a regulation of securities exchange divisions), and other rules and regulations-all
approvedby the Ministry of Economics andFinanceof the R.S.F.S.R. at the time of registration.Any changes

of charters of securitiesexchange divisions or in-house rulesfor performing securitiestransactionsshall be
approved by the Ministry of Economics and Financeof the R.S.F.S.R.
The activity of entitiesthatfoster the operationof Securities Exchanges (such as clearinghouses, clearing
banks, insurancecompanies, etc.) shallbe regulatedby the Ministry of Economicsand Financeof the R S.F.S.R,
together with the Central Bank of the R.S.F.S.R.
85. Id. at 13-14, 60. The Ministry of Economics and Financeof the RS.F.S.R. shall have the right to
recallor suspend the license to conduct the activity of a Securities Exchange, or to impose othersanctions if.
Charterdocuments, rules andpractices of the Securities Exchange are not in compliance with
the R.S.F.S.R law, provisions of this Regulation, and rules established by the Ministry of
Economics and Financeof the RS.F.S.R.;
members of managers of the Securities Exchange violate the Laws of the R.SF.S.R., the
provisions of this Regulation, rules established by the Ministry of Economics and Financeof
the RS.F.S.R, and internalrules of the Securities Exchange.
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D. Membership and Fees
Investment institutions and governmental agencies, provided that their functions
directly relate to securities transactions, may be members of securities exchanges. Only
members of a securities exchange may conduct its operations. Members of a securities

exchange must have equal status, and temporary memberships, as well as leases of
brokers' seats to nonmembers of a securities exchange or its divisions, are prohibited. 6

A securities exchange has the right to establish the minimum requirements for investment
institutions to be its members and qualification requirements for its members'
representatives.8 7
A securities exchange may finance its activity by selling shares of stock of the stock

exchange itself which give membership rights, by regular membership fees of the
securities exchange members by collecting fees from each transaction performed at the
securities exchange or other appropriate measure, or by any combination of these means.
Revenues earned by the securities
exchange are to be used to cover its expenses for
88
expansion of the operation.
E. Listing
The rules for admitting securities, that is, listing securities, to a securities exchange,
as well as rules for excluding securities from the securities exchange, that is, delisting, are
to be established by a securities exchange with the consent of the Ministry of Economics
and Finance. The Ministry of Economics and Finance has the right to establish minimum
requirements for issuers and their securities before allowing these securities to be quoted
on a securities exchange. 9

86. Id. at 14, 1 61. Investment institutions and governmental agencies (provided that theirfunctions
directly relate to securities transactions)may be members of Securities Exchanges. Operationsat a Securities
Exchange shall be conducted exclusively by its members.
Unequal status of members of the Securities Exchange, temporary memberships as well as leases of
brokers' seats to non-members of the Securities Exchange (SecuritiesExchange divisions)shall be prohibited.
87. Decree, supra note 4, at 14, 62. A Securities Exchange shall have the right to establish:
minimum capital requirements for investment institutions that wish to be members of a
Securities Exchange;
qualification requirementsfor members' representativesat a Securities Exchange.
88. Id. at 14, 1 63. A Securities Exchange may finance its activities through:
sale of shares ofstock of the Stock Exchange itself (giving membership rights);
regular (annually,as a rule) membership fees of the Securities Exchange members;
collectingfees from each transactionperformed at the Securities Exchange;
-

other course.

Profits of the Securities Exchange shall be used entirely to cover its expenses for expansion of the
operation.
89. Id. at 14, 64. The rules ofadmittingsecuritiesto a SecuritiesExchange (listing), as well as the rules
of exclusion ofsecuritiesfromthe SecuritiesExchange (delisting)shallbe establishedby the Securities Exchange
with the consent of the Ministry of Economics and Finance of the RIS.F.S.R.
The Ministry of Economics and Finance of the RS.F.S.R. shall have the right to establish minimum
requirementsfor issuers and their securities prior to allowing these securities to be quoted on a Securities
Exchange.
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VIII. CONCLUDING PROVISIONS

The Ministry of Economics and Finance of the Russian Republic must establish
uniform rules for performing operations on over-the-counter markets."° The Ministry of
Economics and Finance of the Russian Republic ensures compliance with this Decree,
regulations on joint-stock companies, and other legislation dealing with securities markets
in the Russian Republic.91
Members of securities markets have the right to establish professional public
organizations, associations, and professional unions in order to perform self-regulatory
functions on the securities markets. Members also have the right to maintain highly
professional standards for their participants; train personnel; develop the infrastructure for
the securities market; conduct joint research on functioning securities markets; and
represent and protect interests of the investing public. The Ministry of Economics and
Finance must allow self-regulation by a professional association of participants of the
securities market, so long as the charter of such organizations comply with the laws of
the R.S.F.S.R. and the requirements of the Ministry of Economics and Finance.'
IX. RECENT REGULATORY DEVELOPMENTS

Among the regulations issued in the period following the proclamation of the Decree
pursuant to its mandate, the Ministry of Economics and Finance of the Russian Federation
issued four particularly important regulations: "On the Rules of the Issuance and
Registration of Securities within the Russian Federation,"93 "On the Licensing of Stock
Exchange Operations in Securities Markets,"' "On the Qualification of Specialists of
Investment Institutions.and Stock Exchanges (or Stock Departments of other Exchanges)

90. IL at 14,165. The MinistryofEconomicsandFinance ofthe RS.F.S.R. shall establishuniform rules
for performing operationson the "over-the-counter markets" accordingto R.S.F.$.R. law.
91. Id at 14, 66. The Ministry of Economics and Financeof the RS.F.S.R. ensures compliance with
this Regulation, Regulations on joint-stock companiesand other legislation, dealing with the securitiesmarket
of the R-S.F.S.R.
92. Decree, supra note 4, at 14-15, 67. Members of the securities markets shall have the right to
establishprofessionalpublicorganizations,associations,professionalunionsin orderto perform self-regulatory
finctions on the securities markets, to maintain highly professional standardsfor its participants,to train
personne to develop the infrastructurefor the securities market, to conduct joint research on functioning
securities markets and to representand to protect interestsof the investing public.
The Ministry of Economics and Finance may allow self-regulation by a professional association of
participantsof the securities market as long as the charterof that organizationcomplies with the laws of the
RS.F.$.R. and the requirementsof the Ministry of Economics and Finance.
93. Ministry of Finance of the Russian Federation, Reg. No. 3, Mar. 3, 1992. (Copy of the original
regulation in Cyrillic is on file with The TransnationalLawyer.)
94. Ministry of Finance of the Russian Federation, Reg. No. 20, Apr. 13, 1992. (Copy of the original
regulation in Cyrillic is on file with The TransnationalLawyer.)
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for the Right to Engage in Transactions in the Securities Markets,"95 and "On the Rules
for Engaging in and the Registering of Transactions with Securities.""
A.

Proceduresfor Public and Private Issues

The regulation entitled "On the Rules of the Issuance and Registration of Securities
within the Russian Federation"r defines public and private issues, describing in detail
the procedure for issuing securities in each case. For a public issue, the procedure
consists of (1) a decision by the issuer to issue securities, (2) preparation of the prospectus
with the regulation including a rather detailed list of the required contents of the
prospectus, (3) filing and registration of the issue with the appropriate governmental body,
which is the Ministry of Finance of the Russian Federation, its regional branches, or the
Central Bank of the Russian Federation, (4) publication of the prospectus, and (5) a public
notice about the issue for investors. For a private placement, the procedure consists of
(1) a decision by the issuer to issue securities and the registration of the securities to
include information on terms and conditions of the issue, (2) a statement of the objectives
for which the issuer is raising the money, (3) names and addresses of investors, and (4)
proof that they are informed about the particulars of the issue. The regulation also
establishes rules for denying rgistration or for the suspending of an issue, as well as for
the minimum disclosure requirements of a prospectus. Disclosure requirements are
generally based on the North American model, although they are not as detailed.9"
B. Licensing of Stock Exchanges
The regulation entitled "On the Licensing of Stock Exchange Operations in the
Securities Markets" 9 requires officers of a stock exchange to have qualification
certificates issued by the Ministry of Economics and Finance, and it provides a list of
specific documents that an exchange needs to present to the Ministry of Economics and
Finance to obtain a license. The regulation also lists minimum requirements for an
exchange's constitution and for its in-house rules and regulations, and it establishes the
control procedures which the Ministry of Economics and Finance may apply to ensure the
exchange's compliance with the rules. A form for the required license is included with
the regulation.1°

95. Ministry of Finance of the Russian Federation, Reg. No. 23, Apr. 24, 1992. (Copy of the original
regulation in Cyrillic is on file with The TransnationalLawyer.)
96. Ministry of Finance of the Russian Federation, Reg. No. 53, Jul. 6, 1992. (Copy of the original
regulation in Cyrillic is on file with The TransnatdonalLawyer.)
97. Ministry of Finance of the Russian Federation, Reg. No. 3, Mar. 3, 1992, entitled "On the Rules of
the Issuance and Registration of Securities within the Russian Federation."
98. Id.
99. Ministry of Finance of the Russian Federation, Reg. No. 20, Apr. 13,1992, entitled "On the Licensing
of Stock Exchange Operations in Securities Markets."

100.

Id.
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C. Qualifications of Securities Professionals
The regulation entitled "On the Qualification of the Specialists of Investment
Institutions and Stock Exchanges (or Stock Departments of other Exchanges) for the Right
to Engage in Transactions in the Securities Markets" 1 establishes procedures for testing
the integrity and professional competence of individuals wishing to work in the securities
industry, the minimum knowledge requirements, and the procedures for suspending or
cancelling the qualification certificate. The regulation includes a copy of the questionnaire
which a candidate is required to complete and a sample of the qualifying attestation to be
signed by two members of the Qualifying Commission."
D.

TransactionalRequirements

The regulation "On the Rules for Engaging in and the Registering of Transactions
with Securities"'0 3 sets forth the terms and conditions for engaging in transactions with
securities and the responsibilities of parties and intermediaries in securities transactions.
It also provides rules for registering such transactions, the use of borrowed funds, that is,
margin requirements, the buying and selling large blocks of securities, and the safekeeping
of securities."'
X.

CONCLUDING OBSERVATIONS

With little more than the stroke of a pen, Russia became the nation with the world's
largest group of shareholders. At the end of September 1992, the government began
issuing vouchers to all adults and children in Russia, an estimated 148 million people, to
be used to buy shares of state-owned companies. Even before adopting a voucher system
as the device for privatization, the Russian decisionmakers anticipated the need for a legal
structure to accommodate a capital market with broad public participation. The principal
effect of the Decree °5 was to require the registration of securities, professional
intermediaries in the securities markets, and stock exchanges. The Ministry of Economics
and Finance has promulgated initial regulations dealing with the issuance of securities for
distribution and trading, as the Decree provides."°s The regulations undertake to adopt
a disclosure system for protecting investors through requirements for a prospectus to be
filed for review before use and for the prospectus to meet basic minimum requirements
of information content and form.

101.

Ministry of Finance of the Russian Federation, Reg. No. 23, Apr. 24, 1992, entitled "On the

Qualification of Specialists of Investment Institutions and Stock Exchanges (or Stock Departments of other
Exchanges) for the Right to Engage in Transactions in the Securities Markets."
102. Id.
103. Ministry of Finance of the Russian Federation, Reg. No. 53, Jul. 6, 1992, entitled "On the Rules for
Engaging in and the Registering of Transactions with Securities."

104. id
105.

Decree, supra note 4.

106. Id at 4, 15.
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A.

The Role of Commercial Banks

The role of the commercial-banking system in the nascent securities industry was an
issue of much concern, particularly since the banking industry was itself undergoing a
radical transformation. If, at the early stages of capital market development, banks were
to be given a role as full participants in the securities markets as brokers, dealers,
underwriters, advisers, and so forth, there would be a risk that they might dominate the
securities market. The commercial banking system, although it has not functioned in a
typical free market fashion for the past seven decades, is an established institution, at least
in the public eye. Banks have capital. Bankers are accepted as people who understand
financial transactions. Banks are generally accepted to be reliable institutions. As a
result, it may be difficult for competing institutions in the securities market to develop
public acceptance. As a result, a set of institutions uniquely devoted to the securities
markets might not develop. There arguably is a difference between the cultures of the
money markets and the capital markets, and the capital market should develop its own
unique institutions. On the other hand, the banks already are in place, and whatever
communications facilities and branch offices they have afford a ready network for
introducing the public to investment in securities and for distributing and trading
securities. It would take precious time and resources to create a comparable network for
unique securities houses. Excluding the banks from the securities markets may impede
the development of these markets.
The issue was resolved by allowing banks to participate. The Decree provides that
banks may act as investment institutions, a term used to cover a firm that may act as a
broker, adviser, investment company or fund, or underwriter. 7 Although a bank will
need to obtain approval from the capital market regulators, that is, the Ministry of
Economics and Finance, in order to function as an investment institution, the Central
Bank, as regulator of the commercial banks, also will have to approve its function as an
investment institution. This is specifically provided in the Decree.
B. The Role of the Ministry of Economics and Finance
The concern of the staff in the Ministry of Economics and Finance responsible for
drafting the securities law was not of protecting their bureaucratic turf. Rather, it derived
from a fear of having to bear yet another weighty set of responsibilities in connection with
transforming the economic system. Contrary to the image of bloated Russian
bureaucracies, a single department of the Ministry of Economics and Finance had been
assigned principal staff responsibility for serving as the registrar of corporations,
developing a securities law, managing government debt, formulating privatization policy
and legislation, and for dealing with the many special projects which may arise from time
to time. Every day, this group was faced with a new demand from the Minister and his

107. Id at 4,1 14-15. The clear model for the Russians is the American investment bank, but it was fcared
that the use of the word "bank" in two very different contexts might prove confusing and was avoided.
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senior advisers for staff memoranda to lay out the relevant considerations and policy
options in numerous areas of activity that needed to be addressed as part of the
transformation process.
Dealing with these major issues was a staff of nine persons, under the direction of
a competent administrator, Dr. Bella I. Zlatkis, who acted with the title of "Head, Jointstock Corporations and Finance Markets Department." The staff was young and
unschooled in the institutions and practices of capitalism or market economics, but eager
to learn. Staff limitations had their effects on the Decree. First, there was no question
of trying to expand the agency's jurisdiction over banks. Sharing authority with the
Central Bank did not bruise any bureaucratic egos.
Second, there was only one group which could competently handle any regulatory
responsibility over the capital market-the staff of the Ministry of Economies and
Finance. The Americans argued against locating capital market regulatory functions into
the ministry of finance, where they might be overwhelmed in deference to other pressing
matters, that is, where the interests of the capital market would be thrust into competition
with monetary policy, fiscal policy, government debt management, taxes, and the other
heady concerns of a ministry of finance. Nevertheless, the Ministry staff described were
the only people in government with any real knowledge about capital markets, and they
had to be the group to whom regulatory responsibility was assigned. While the
Americans extolled the virtues of an independent agency specialized in the capital market
and skilled in its ways, there was not time to organize such an agency and train the people
needed to staff it. Although it may exist someday, it does not yet. As a result, the
Decree vests regulatory responsibility in the Ministry of Economics and Finance.
Third, the Decree, though skeletal, limits the opportunities for the Ministry to flesh
out its provisions through regulations and rules or to make case-by-case decisions. The
American lawyers espoused the virtues of filling in specifies through administrative
processes, but the Russians recognized that they did not have the staff or resources to
assume such administrative obligations. They feared administrative overload, bureaucratic
delays, and frustration on the part of all concerned.
C. The Russian Legal System and Investor Protection
Some limitations are imposed on both the drafting and implementation of a securities
regulatory law by the fact that the Russian legal system has not yet fully developed to
meet the needs of a market system. While the old system has been scrapped, a new
system to take its place is still being constructed. In the West, an integrated network of
laws is taken for granted. In Russia, the network is being created, law by law.
Investor protections provided under the securities laws may come to naught if, as
minority shareholders in corporations, these investors are done in by corrupt or
incompetent corporate managers or abused by majority shareholders. Bond markets
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depend on adequate protections for creditors under appropriate debtor-creditor laws.
Creditors also need the kind of protections that are afforded by bankruptcy laws.
Financing arrangements of virtually every sort depend upon well-developed commercial
laws. Lease financing, for example, depends on the availability of some means of giving
public notice of the lease interest through recording systems. Other commercial
transactions depend on other systems for the protection of security interests.
D. The Next Steps
A law for joint stock companies is in place, but trust law or something similar to it
which would permit the formation of open-end investment companies is a long way off.
The joint stock company law is more a facilitating statute to allow for the formation of
limited liability enterprises than it is a bill of rights for shareholders. The obligations of
management to the corporation and to shareholders is still an ill-defined area of the law
in Russia. The law of contracts is not developed, and the respective rights of parties to
agreements are far from clear. Similarly, a commercial law is needed to block out the
rights and obligations of parties in routine commercial transactions. As of this writing,
a bankruptcy law is being circulated for comments, and the draft legislation is entangled
in an endless controversy, between the reform-resistant Parliament and the President, over
whose law it should be.
But even if the full range of laws needed to spell out the respective rights and
obligations of parties to private transactions of every sort is in place, an effective judicial
system must be available to give meaning to the rights and obligations created by those
laws. The absence of such a judicial mechanism is especially noticeable in connection
with the securities law.
For the most part, the Decree sets up a system of registration that results in issuers
of securities, professionals in the securities markets, and the trading markets for securities
being subject to regulatory jurisdiction. A default by any of these in the obligations
imposed upon them under the Decree is grounds for revoking their registration. Under
current conditions, that may be the most effective enforcement technique available.
The Russian securities law, however, also relies upon disclosure through a prospectus
to protect investors. Penalties for failure to meet disclosure obligations are limited in their
effect because enforcement must be by the regulatory agency, and the limitations of staff,
among other things, constrict the scope of that agency's enforcement activity. Arbitration
is not available in Russia for settling disputes between private individuals; expansion of
this form of dispute resolution would be of some help. The need for an effective judicial
system for adjudicating private rights of individuals and firms is most needed. The
Decree will have to be supplanted by a law enacted by the Parliament. Experience will
reveal the limitations and inadequacies of the first law, and it is likely to be replaced with
a more indigenous version. Even now, however, collateral institutions and laws need to
be developed, because securities laws alone do not a capital market make. There is an
awareness of these needs, and some efforts are underway to attempt to meet them.

